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April 30, 2007

The Honorable Carl Gatto, Co-Chair 
House Resources Committee 
State Capitol, MS 3 100 
Juneau. AK 99801

Representative Gatto:

Thank you for the opportunity to provide testimony to the House Resources Committee. 
Enclosed for your reference is my written response to the various questions raised by the 
committee which I was not able to fully answer during the course o f  testimony. Also 
enclosed is a copy of the public testimony BP provided on HB 177.

Thank you again for the opportunity to participate in your deliberations.

Sincerely,

David Van Tuyl
Gas Commercialization Manager, BP Alaska
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cc: Committee Members



Questions Raised by House Resources Committee 
Follow ing Testim ony Provided by David Van Tuyl on April 13, 2007

1. W hat is the longest duration o f firm transportation commitment currently held  
by BP? W hat is the shortest?

The longest term of firm transportation (FT) commitment that BP has entered into is 
20 years. This 20 year term was with Midwestern Gas Transmission Company on a 
gas pipeline project in Tennessee (Nov. 2006).

BP also enters into numerous short duration FT commitments. While monthly FT 
commitments by BP are more typical for these short duration contracts, the shortest 
term o f  FT commitment is daily. BP takes on numerous daily, weekly or monthly 
short term FI ' contracts.

2. How m any open seasons has BP participated in?

We do not track open seasons in which BP has participated, but BP has a history of 
participating in basin opening, system debottlenecking and market development 
pipeline projects through the open season process. A few recent examples of 
successful pipeline projects which BP has supported through shipping commitments 
include:

• Cheyenne Plains -  40,000 Dth/d for 10 years starting in 2005 (basin opening)
• Centerpoint -  100,000 Dth/d for 5 years starting in 2007 (basin opening)
• Vector -  50.000 Dth/d for 10 years starting in 2007 (market expansion)
• Rockies Express -  100,000 Dth/d for 11.5 years starting in Jan 2008 (basin 

opening)

(where Dth = “decatherm” , or 1,000,000 Blus)

3. Can you cite an exam ple in which competing pipeline proposals were subm itted  
to FERC and advanced to the marketplace?

Yes. In 1999, both Gulfstream Natural Gas System. EEC and Buccaneer Gas 
Pipeline Company, EEC announced competing projects for a pipeline across the Gulf 
o f  Mexico from the Mobile Bay area. Alabama, to the growing market of central 
Florida. Gulfstream conducted an open season for its proposal in March 1999.



Because Buccaneer was proposed to be constructed under the FERC’s then-existing 
optional certificate regulations,1 it was not required to conduct an open season but 
approached shippers individually In April 2000, both projects received Preliminary 
Determinations from the FERC allowing them to continue to compete in the market, 
fGulfstream N atura l Gas System, LLC, 91 FERC 161,119 (2000); Buccaneer Gas 
Pipeline Company, LLC, 91 FERC 161,117 (2000).]

Neither Gulfstrcam’s initial open season nor Buccaneer’s initial efforts resulted in 
contracts for all of the capacity on the respective systems. As a result of continued 
competition between the two projects after receipt of the Preliminary Determinations, 
by late 2000 Gulfstream had secured a solid customer base and received approval for 
their proposed landfall location in central Florida. As a result, Gulfstream gained the 
advantage in the marketplace over Buccaneer and the two projects ultimately were 
merged together in early 2001.

Other examples are identified in various Energy Information Agency (EIA) reports.
In an appendix to its 1998 report on Deliverability on the Interstate Natural Gas 
Pipeline System, the EIA included a discussion of Natural Gas Pipeline and System 
Expansions. 1997-2000. One of the areas discussed was the effort then being made to 
move increased volumes of gas from the Western Canada Sedimentary Basin into the 
Midwest U.S. market. There, EIA explained as follows:

These efforts include several very large projects. F or example, a new natural gas 
pipeline (the Alliance project) would bring gas from  British Columbiu to the 
Chicago, Illinois, area along the right-of-way o f  an existing o il pipeline. Several 
other projects are competing with the Alliance project, including the Viking 
Voyageur Pipeline, which is a 1.4 Bcf/d line between the Noyes, Minnesota, 
import point and the Chicago, Illinois, area, and the Northern Border Project 
2000, which is a 400 M M cf/d expansion that includes a proposal to extend the 
system to Indiana and possibly to the Michigan-Canada border to ser\>e the 
Ontario marketplace.

The Alliance project was filed with FERC in 1996 and the Viking Voyageur project 
was filed with the FERC in 1997. After competing in the marketplace for 
commitments, the Alliance project became fully subscribed and was completed. The 
application for the Viking Voyageur project was withdrawn from FERC in 1998.

1 B ecause the B uccaneer project was announced prior to the issuance o f a change in IT-RC policy 
term inating the optional certificate regulations, the project was perm itted to proceed using the optional 
certificate approach.



In a 2004 report on U.S. Natural Gas Pipeline and Underground Storage Expansions 
in 2003, the EIA discussed efforts to bring additional supplies of gas to the Southeast 
United States, including competing projects to build pipelines to bring LNG being 
imported into the nearby Bahamas into the south Florida market. The EIA reported 
as follows:

Looking to the future, 19 pipeline expansion projects have been proposed that 
could tentatively add as much as 11,840 M M cf/d  to gas pipeline capacity between 
2004 and 2008. However, a large portion o f this potential capacity represents 
volumes from  competing proposals fo r  several latge ne\ pipelines and several 
m ajor expansion projects that remain in the planning stage.

Several proposals, such as the AES Ocean Express Pipeline, the Tractebel 
Calypso Pipeline LLC, and the El Paso Seafarer Pipeline projects, represent 
separate 750-850 M M cf/d  capacity pipelines that would extend between LNG  
vaporization fac ilitie s  located in the Bahama Islands and south Florida. The 
like lihood that a ll three projects w ill be bu ilt is marginal. A ll are competing Jor 
s im ila r markets and predicated upon the fu ture  development o f  new gas-fired  
power p l a t "  in south Florida. While the f ir s t  two pipelines have been tentatively 
approved by FERC, the Seafarer pipeline application was not submitted to FERC  
until A p r il 2004.

Both the AES and Tractebel projects received a Preliminary Determination from 
FERC in 2003. As reported by the Oil & Gas Journal, after competing in the 
marketplace for commitments in late 2004 the three LNG projects were merged 
together into a single project. As of this date, the combined project continues to await 
approval for the construction of the revaporization terminal in the Bahamas.



April 13, 2007

B P  T e s t i m o n y  o n  A G I A  ( H B 1 7 7 )
H o u s e  R e s o u r c e s  C o m m i t t e e  

April 13, 2 0 0 7

• Mr. Cha i r m a n ,  m e m b e r s  of the committee, for the record m y  n a m e  is D a v e  

V a n  Tuyl. I a m  the G a s  Commercialization M a n a g e r  for B P  Alaska. T h a n k  

y o u  for the opportunity to testify before y o u  this afternoon.

• M y  testimony will start with s o m e  general c o m m e n t s  about the importance 

g a s  pipeline project, then I’ll provide s o m e  specific suggestions o n  the A G I A  

bill, then I’ll turn to a brief discussion of financing a n d  risk, a n d  then I’ll 

conclude with a s u m m a r y .

B P ’s Vision for A l a s k a

• I d  like to s p e n d  a  m o m e n t  to look into the f,iture a n d  consider the 

opportunities w e  h a v e  before us.

• B P  h a s  a l o n g  history in Alaska. B P  h a s  b e e n  actively involved in the 

exploration, d e v e l o p m e n t  a n d  production of A l a s k a’s North Slope energy 

resources for decades.

• A n d  w e  s e e  the opportunity for a bright future ahead. In fact, w e  envision our 

50-year future in Alaska. It’s not just a  slogan.

• S o  h o w  mignt that vision look to our c o m p a n y ?

• I’d like to turn your attention to the graph at the bottom of slide 2, which 

s h o w s  the possibility of the future that B P  s e e s  in Alaska, depicting B P ’s 

share of production through time.

• T h e r e  are a  f e w  k e y  points to d r a w  from the graph.
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• T h e  dpys of high plateau production are behind us.

• W e  still h a v e  a  significant level of production today, but that p r o d u c t i o n  will 

c o n t i n u e  to decline with time. T h a t’s w h a t  the dotted red line depicts.

• That s h o w s  production declining at historic levels, which already w o u l d  

require significant investment.

• W e  c a n  m a k e  u p  that decline in production with n e w  investment that w o u l d  

result in n e w  production from h e a v y  oil r e s o u r c e s  a n d  f r o m  gas.

• But it’s not a given It’s a view of w h a t’s P O S S I B L E .

• That future is only m a d e  possible with a n  Alaska g a s  pipeline project.

B P  K e y  M e s s a g e s

• S o  B P  w a n t s  a n d  n e e d s  a g a s  pipeline. A n d  w e  n e e d  that pipeline to b e  

built for a low capital cost a n d  then operated cost efficiently. W e  believe that 

is w h a t  is required to m a k e  the project h a p p e n  a n d  be  successful. L o w  costs 

are g o o d  for both B P  a n d  the State b e c a u s e  it results in lower tariffs, higher 

netbacks a n d  m o r e  revenues for the State a n d  BP.

• Also, a  low cost project will provide incentive to explore for m o r e  ga s  to k e e p  

the pipeline full into the future. That is also g o o d  for the State a n d  for BP.

• T h e  best w a y  to ensure there is g a s  exploration in the future is to get a ga s  

pipeline built in the first place, a n d  to get it built for a low cost.
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• This is a  h u g e l y  important project to B P ,  to A l a s k a  a n d  to the nation. It

represents the largest, known, u n d e v e l o p e d  g a s  resource in the United 

States, a n d  in B P ’s global portfolio. T h e  g a s  project is important in its o w n  

right -  but it also extends the e c o n o m i c  life of Alaska’s oil production for 

decades. Extending oil production is g o o d  for the State, the nation a n d  for 

BP.

• W e  s h a r e  the g o v e r n o r’s a n d  the legislature’s desire to get a successful 

g a s  project moving, a n d  B P  s t a n d s  r e a d y  to e n g a g e  with the administration 

a n d  legislature t reach a  balanced fiscal f r a m e w o r k  that work*' for all the 

parties.

• A n d  finally, a  successful fra m e w o r k  will set the foundation for a stable, 

healthy, a n d  viable oil a n d  g a s  b u s i n e s s  for d e c a d e s  to c o m e .  B P ’s 

future in Alaska is directly linked to the g a s  pipeline project.

• That’s w h y  w e  are very e n c o u r a g e d  by  the C  jvernor’s a n d  the legislature’s 

enth usiasm about getting Alaska’s g a s  to market. That is also our vision, a n d  

so  w e  share your enthusiasm. It’s the key to Alaska’s future, a n d  to B P ’s 

future in Aiaska.

• Therefore, it’s important that w e  get it right.

• B P  s e e s  A G I A  as the Administration’s expression of its c o m m i t m e n t  to 

a d v a n c e  the g a s  pipeline project in a n  o p e n  a n d  transparent way. W e  

applaud that g o o d  faith expression.

• Developing the right process is difficult. Since first seeing A G I A  at its roll out 

to the legislature a n d  the public on  M a r c h  2 nd, w e  h a v e  identified a n u m b e r  of 

important areas of concern for y o u  to consider.
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• W e  believe A G I A  C A N  b e  successful if s o m e  k e y  issues are addressed, a n d  

I’ve s u m m a r i z e d  those concerns here, a n d  will discuss t h e m  in m o r e  detail 

shortly.

• W e  believe A G I A  m a y  create s o m e  unintended c o n s e q u e n c e s  that could 

jeopardize the vision of getting A l a s k a’s g a s  to market quickly, a n d  at low 

cost. W e  believe it is important for the Legislature to consider these areas of 

concern a s  y o u  deliberate o n  A G I A .

• W h y  d o  w e  feel these c h a n g e s  are so important? It’s b e c a u s e  w e  w a n t  the

project to b e  a success, b e c a u s e  there is m u c h  at stake for B P  a n d  for 

Alaskans.

W h a t  A  S u c c e s s f u l  Gas l i n e  M e a n s

• It’s worth a  brief reminder of the importance of a successful project. A n d  I’d 

like to e m p h a s i z e  that w h a t  w e  n e e d  is a  S U C C E S S F U L  g a s  pipeline, not just 

A N Y  gasiine.

• A s  w e ’ve said, this is a project of t r e m e n d o u s  s c o p e  a n d  scale a n d  that’s 

w h a t  the picture reminds us of. B e c a u s e  of this it presents t r e m e n d o u s  risk. 

But if it’s d o n e  right, it also presents the opportunity for great benefits a s  well.

• B e c a u s e  there is m u c h  at stake, w e  n e e d  to get it right.

• T h e  project creates the opportunity for jobs for Alaskans, a n d  if w e  deliver a 

successful, low cost project, for r e venues to the State a n d  to B P  well into the 

future.

4



April 13, 2007

• W e  c a n  create a  w h o l e  n e w  industry of g a s  exploration with a  successful, low 

cost project. G a s  exploration a n d  expansion are only possible if the pipeline 

gets built in the first place, a n d  if it’s built for a low capital a n d  operating cost. 

That will m a k e  it attractive for bringing n e w  v o l u m e s  into the project, which 

benefits the State, ga s  explorers, a n d  initial shippers as  well.

• A  successful g a s  pipeline project will provide the opportunity to bring a long 

term g a s  supply source for u s e  by Alaskans.

• A n d  fina"y, g a s  sales will diversify Alaska’s e c o n o m y  for d e c a d e s  into the 

future.

• A s  I said, there's a lot at stake, so w e  n e e d  to get it right.

• N o w  I’ll turn specifically to our suggestions o n  A G I A  that wo u l d  help A G I A  

deliver a s uccess g a s  pipeline.

• E a c h  of the next three slides starts out with the statement, “A G I A  c a n  help 

deliver a successful ga s  pipeline if...”, a n d  I’ll describe modifications w e  

r e c o m m e n d  to A G I A  on e a c h  slide.

U s e  Objectives Instead of Prescriptive R e q u i r e m e n t s

• First, A G I A  c a n  help deliver a successful g a s  pipeline if w e  us e  objectives, 

instead of prescriptive requirements

• W e  fully support the State clearly providing its objectives for a successful g a s  

pipeline project

• T h e  concern w e  h a v e  is that A G I A  as drafted pre s u p p o s e s  solutions to those 

objectives, s u c h  as  those contained in Section .130 starting o n  p a g e  3  of the 

bill.
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• W e  think that prescribing solutions u p  front will not result in the best project. 

W e ’ve  heard the administration state their intent that “w e  n e e d  to let indu stry 

d o  w h a t  they d o  best". W e  fully agree with that' ‘ant, a n d  think it only gets 

m e t  if industry is allowed to offer its o w n  unique, creative solutions.

• O n e  specific e x a m p l e  of prescribing a  solution w e  find particularly troubling is 

the issue of toll subsidization.

• A G I A  a s  drafted c a n  result in o n e  party subsidizing another. N o w  I’m  

referring to the lan g u a g e  in Section .130(7) of the bill o n  p a g e  6-7. A G I A  

specifically requires initial shippers - w h o  financially underpin the project a n d  

w h o  already bear m o s t  of the risk associated with the project - to bear yet 

another risk a n d  additional cost: the risk of tariff increases of 1 5 %  or m o r e  b y  

subsidizing e x p a n s i o n  shi p p e r s

o First I w a n t  to m a k e  clear that the issue is not just the potential for a 

1 5 %  rise in the tariff. A n d  by the way, the “1 5 %  cap" as I’ve heard 

this l a nguage characterized is not 1 5 % ,  a n d  it’s not a cap. In reality 

it could result in a significantly higher increase than 1 5 % .  

o But the m o r e  fundamental issue is that w e  believe the issue of 

subsidization is contrary to F E R C  policy, 

o W e  understand a n d  w e  fully share the State's desire for a  pipeline 

to b e  e x p a n d a b l e  - it's absolutely g o o d  business, 

o H o w e v e r ,  w e  believe that the State s h o u l d  carefully c o n s i d e r  the 

potential adverse c o n s e q u e n c e s  of requiring pipeline o w n e r s  to 

increase rates on  their initial cus t o m e r s  to subsidize expansion 

shippers.

o A  policy of subsidization places additional risk o n  the initial

shippers, m a k i n g  the project less attractive, a n d  therefore puts the 

project at risk.
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o  N o w  if the State w a n t s  to s u bsidize others, it ca n  certainly d o  so 

itself, directly, as a policy choice. But w e  d o n’t believe it’s g o o d  

policy to d o  s o  with other p e o p l e s’ m o n e y ,  

o  C o n g r e s s  m a d e  clear in the Alaska Natural G a s  Pipeline Act of 

2 0 0 4  that rates for initial shippers should N O T  increase if a 

m a n d a t o r y  expansion w a s  ordered. In fact, the language of the 

Federal L a w  states that

‘the [FERC] shall...ensure that the rates do not require existing 
shippers on the Alaska natural gas transportation project to 
subsidize expansion shippers.” - ANGPA, Sect. 105(b)

o Also, in O r d e r  2005, F E R C  put in place a  rebuttable presumption of 

rolled in rates for expansions provided it did not require 

subsidization b y  initial shippers [and I’d like to read paragraph 12 5  

of the Preamble]:

‘‘In conclusion, to provide guidance to potential shippers in advance 
of the initial open season that is the subject of this rule, the 
Commission intends to harmonize both objectives (rate 
predictability for initial shippers and reduction of barriers to future 
exploration and production) in designing rates for future expansions 
of any Alaska natural gas transportation project. It is consistent 
with our guiding principle that competition favors all of the 
Commission’s customers, as well as with the objectives of the Act, 
to adopt rolled-in rate treatment up to the point that would cause 
there to be a subsidy of expansion shippers by initial shippers, if 
any subsidy were to be found.” [Order2005, paragraph 125]

o T h e s e  two excerpts from Federal law a n d  regulation, suggest that 

.130(7) of A G I A  a n d  Federal law could b e  in conflict. This conflict
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issue actually b e c o m e s  quite complicated, a n d  w e  are continuing to 

study it. If indeed there is a conflict, resolving it w o u l d  a d d  delay 

a n d  uncertainty. W e  d o  not s e e  h o w  that is in a n y  of our interests.

o S o  w e  remain c o n c e r n e d  about this conflict.

o  In a n y  case, w e  believe that this type of provision, requiring a 

subsidy for not-yet-ready shippers at the e x p e n s e  of initial shippers, 

wo u l d  b e  a  disincentive for potential shippers participating in a n  

o p e n  season. T h a t’s not in a n y  of our interest.

A v o i d  Exclusivity to E n s u r e  a Pipeline G e t s  Built

• T h e  s e c o n d  modification that w o u l d  enable A G I A  to help deliver a successful 

g a s  pipeline relates to the issue of exclusivity.

• U n d e r  Sections .260 a n d  .440 of the bill o n  p a g e s  18 a n d  23, A G I A  w o u l d  

result in a n  exclusive w i n n e r  before a n y  real w o r k  is d o n e  a n d  a w a r d s  State 

funds b a s e d  o n  promises, not results

• W e  are c o n c e r n e d  that this feature m a y  actually P R E C L U D E  a  successful 

project from m o v i n g  forward. T h a t’s clearly not a n y o n e’s intent, but could b e  

a n  unfortunate unintended cons e q u e n c e .

o O u r  understanding of A G I A  is that expedited regulatory handling is 

offered only to the licensed project, a n d  that the State c a n  b e  

penalized for assisting another competing project 

o W e ' r e  c o n c e r n e d  that this a p p r o a c h  m a y  actually conflict with Federal 

law a n d  regulation, which favor competition a m o n g  various project 

proposals a n d  market involvement in the choice, 

o W e  think it wise that the State consider avoiding a n y  notion of 

exclusivity or the g o v e r n m e n t  'picking a  winner’; I’m  not a w a r e  of a n y  

e x a m p l e  w h e r e  that h a s  w o r k e d  successfully.
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o  W e  recognize that the Administration has, in g o o d  faith, laid out 

selection criteria un d e r  Section .170 to enable the selection of the 

exclusive winner in a s  transparent a w a y  as possible, 

o  S o  that leaves a  fundamental question: Should the State pick a n  

exclusive "winner” b a s e d  only o n  a  proposal? 

o That app r o a c h  gives us concern.

o  W e  believe that the State c a n  help to a d v a n c e  the project b y  

setting out a clear f r a m e w o r k  for investors - from there the market 

will w o r k  to identify the m o s t  effective project 

o  A n d  w e  support o p e n  competition in the marketplace, rather than in 

a d v a n c e  of actual performance or before the competition actually starts 

o In fact, the F E R C  requires that the m a r k e t  d e m o n s t r a t e  that it w a n t s  

that application before awarding a  certificate to a n  applicant. T h a t’s 

w h a t  h a p p e n s  in a successful o p e n  season, 

o W e  believe the Federal law u n d e r  A N G P A  offers a g o o d  model, in 

which expedited regulatory handling is provided to A N Y  project, 

o W e  certainly understand that from the State's perspective, there are a 

n u m b e r  of specific things desired f r o m  A N Y  project (jobs a n d  

training for Alaskans, g a s  a c c e s s  for Alaskans, pipeline expansions), 

o W e  support all of these objectives.

o T h e s e  objectives c a n  a n d  will b e  a d dressed by a successful project 

through o p e n  competition in the marketplace.

A  third area w e  suggest be  considered carefully is that, although A G I A  s e e k s  

to get a project moving, a n d  w e  fully support that objective, it d o e s  not 

sufficiently a d d r e s s  the r e s o u r c e  f r a m e w o r k ,  w h i c h  is the k e y  e n a b l e r  

for a  financeable project

o That said, w e  are e n c o u r a g e d  that A G I A  r e c o g n i z e s  at least in part, 

the importance of s o m e  of these key resource issues, 

o In Section .310 o n  p a g e  19, A G I A  se e k s  to address the issue of 

royalty valuation, which h a s  b e e n  a n  historic source of conflict
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b e t w e e n  industry a n d  th'1' State. But w e  are c o n c e r n e d  that these 

terms d o  not p r o v i d e  sufficient clarity to justify m a k i n g  the firm 

transportation c o m m i t m e n t s  required to underpin the project.

■ T h e  royalty valuation provisions d e p e n d  o n  future 

regulations; neither the shippers nor the legislature k n o w  

w h a t  those regulations might say.

■ T h e  valuation regulations w o u l d  allow for retroactive 

adjustments, a n d  the regulations associated with RIV/RIK 

switching imply that “reasonable” disproportionate costs a n d  

“reasonable" interference with marketing is okay. I d o n’t 

k n o w  w h a t  that m e a n s  or h o w  to evaluate that.

■ Also, these regulations m a y  c h a n g e  every tw o  ye rs.

In Section .310(b)(3) on  p a g e  19 of the bill, A G I A  s e e k s  to address 

royalty issues associated with R I V / R I K  switching which is 

incompatible with the long-term arra n g e m e n t s  required to m a k e  a g a s  

pipeline project h a p p e n  (RIV =  “royalty in value”; R I K  =  “royalty in 

kind”). RIV/RIK switching is problematic for at least two reasons:

1) O n e  is that if the State c h o o s e s  to switch let’s say from in-value to 

in-kind, the s h i p p e r  w o u l d  h a v e  to c o m e  u p  with additional g a s  

to satisfy its c u s t o m e r s  in the marketplace.

2) T h e  s e c o n d  problem is associated with obtaining the capacity on  

the pipeline if the State switches For instance, if the State h a d  

originally elected to take g a s  in value, the shipper w o u l d  h a v e  

obtained the associated capacity to ship the State’s associated 

share of gas. If the State then switched from in-va’ue  to in-kind, 

this could result in stranding d o w n s t r e a m  capacity, raising the 

question of w h o  wo u l d  p a y  for that cost of u n u s e d  capacity.

U n d e r  A G I A ,  the specific solution to RIV/RIK switching is le*t to future 

regulation that, as  I m e n t i o n e d  earlier, wo u l d  allow for the lessee to 

bear disproportionate costs, a n d  potentially interfere with long-term 

marketing.

10
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o  A G I A  includes a provision related to g a s  production tax in Section .320 

o n  p a g e  21. H o wever, the g a s  production tax rate is not established, 

a n d  only b e c o m e s  k n o w n  after the c o n c l u s i o n  of the o p e n  

s e a s o n .  A  shipper wo u l d  not k n o w  w h a t  the production tax is before 

having to m a k e  the F T  c o m m i t m e n t ,  which w o u l d  b e  a n  incredible risk, 

o T h e  g a s  production tax rate is then only established for a  period of 10 

years, which for reference is a fraction of the period that s h i p p e r s  

will likely b e  required to m a k e  their firm transportation 

c o m m i t m e n t s .

o A G I A  is silent as  to the m a n y  other p a y m e n t s  m a d e  to the State, 

which constitute the majority of indi stry payments.

• It is widely understood that the resource o w n e r s  will p a y  the cost a n d  bear the 

risk in building a pipeline w h e t h e r  t h e y  o w n  it or not

• R e s o u r c e  o w n e r s  will p a y  all the costs of the pipeline, either directly or 

indirectly by reimbursing the pipeline o w n e r  through the tariff for the costs 

they incur

• It’s the R E S O U R C E  that drives the construction of a basin-opening pipeline 

like this project, N O T  the P I P E L I N E  that drives the resource!

• Therefore, solving the resource issues with clarity is key to allowing a  project 

to m o v e  forward.

o  Multi-billion dollar c o m m i t m e n t s  spanning d e c a d e s  are n e e d e d  to 

financially underpin this project; 

o Just like Wall Street n e e d s  to k n o w  the rules before lending m o n e y ,  

resource o w n e r s  n e e d  to k n o w  the fiscal rules that will govern the 

project before m a k i n g  c o m m i t m e n t s  that will enable the pipeline to b e  

financed.

11
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• Although this is widely known, the details of a n  upstream f r a m e w o r k  are 

c o m p l e x  a n d  will take time a n d  effort by both the State a n d  the producers to 

agree - but unless they are addressed, a  project won't secure rinancing; it 

w o n ’t a d v a n c e

o T h e  provisions of Sections .310 a n d  .320 d o  not adequately address 

those ups t r e a m  issues. T o  d o  so requires robust interaction.

• T h u s  far, there h a v e  b e e n  s o m e  high lievel discussions b e t w e e n  our senior 

m a n a g e m e n t  a n d  the Governor.

• But w e ’ve b e e n  disappointed in the level of interaction with the 

C o m m i s s i o n e r s  a n d  their staff. Th a t’s w h e r e  the problem will ultimately b e  

solved.

• O v e r  the last three w e e k s  w e ’ve h a d  three constructive discussions with o n e  

deputy Comm i s s i o n e r .  That’s a start.

• W e  w o u l d  w e l c o m e  the opportunity to increase the frequency a n d  depth of 

dialogue with the Administration.

o B P  remains ready to e n g a g e  at a n y  time

W h a t  Is S o  Imp o r t a n t  A b o u t  F T ?

• W e ’ve heard a  fair amount, in this committee a n d  others, about this term 

called “FT" which is short for firm transportation c o m m i t m e n t s

o In listening to m a n y  of these hearings it s e e m s  to m e  that the 

nature of these c o m m i t m e n t s  is not fully understood 

o H o w e v e r ,  these c o m m i t m e n t s  are absolutely critical for a  ga s  

pipeline to b e  successful 

o Therefore, I thought I’d s p e n d  a m o m e n t  hopefully adding a bit of 

clarity to the understanding of F T

12
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• T h e s e  c o m m i t m e n t s ,  typically obligations to “ship or p a y” m a d e  by  the 

resource o w n e r s  or "shippers", are n e e d e d  b y  the pipeline c o m p a n y  to get 

financi.ig

o validating just h o w  important they are, w e ’ve heard s o m e  very 

simple a n d  straightforward c o m m e n t s  from pipeline c o m p a n i e s  w h o  

h a v e  testified in the past couple of w e e k s  

o T r a n s C a n a d a  h a s  said “N o  customers, n o  credit, n o  pipeline” (and 

in this context c u stomers m e a n s  shippers) 

o Enbridge put it e v e n  m o r e  simply by  saying “N o  producers, n o  

pipeline"

• T h o s e  a r e n’t “political” statements. T h e y  are statements about the simple 

financial truths of g a s  pipeline projects

• F T  is a binding F I N A N C I A L  obligation. I’ve s o m e t i m e s  heard F T  described as 

“committing g a s  to a pipeline”. I’ve heard that quote from industry as well as 

others, so I’m  not pointing a n y  fingers here. But I just w a n t e d  to m a k e  it clear 

that F T  is a n  actual financial obligation

o Typically, F T  is k n o w n  as  a “ship or p a y” obligation 

o That m e a n s  that a  shipper c o m m i t s  to p a y  the pipeline c o m p a n y  for 

u s e  of its service wh e t h e r  or not the shipper actually delivers g a s  to 

the line

o A n d  it’s also important to note that a c o m p a n y  d o e s  not n e e d  to 

h a v e  A N Y  g a s  resources to enter *nto a firm transportation 

c o m m i t m e n t .  A n y  c o m p a n y  w h o  m e e t s  the creditworthiness 

standards set by the pipeline c o m p a n y  is free to bid for capacity. 

G a s  pipelines are "open access". A n y o n e  is free to obtain capacity 

if they m a k e  the requisite c o m m i tments, 

o T h e s e  F T  c o m m i t m e n t s  are real financial obligations. W e  are 

required to disclose these c o m m i t m e n t s  a s  additional information 

with our filing with the S E C .

13
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o Clearly, a n  F T  of this m a gnitude will b e  taken into consideration by 

financial entities like b a n k s  w h e n  evaluating our c o m p a n y .  T h a t’s 

b e c a u s e  it’s a real obligation, 

o  O n c e  these c o m m i t m e n t s  are m a d e  to the pipeline they are u s e d  

b y  the pipeline to obtain financing from the financial markets, 

provide coverage for that financing, a n d  a return for the pipeline, 

o M a y b e  an  e x a m p l e  to explain the nature of these c o m m i t m e n t s  

wo u l d  help. Let’s say w e ’ve h a d  a successful o p e n  season, the 

pipeline gets project financed, is built a n d  it’s in operation. Then, 

h e a v e n  forbid, for s o m e  reason the pipeline c o m p a n y  g o e s  

bankrupt. Not wh a t  we're hoping for, for sure. But w h a t  wo u l d  the 

lenders d o ?  S o  they wo u l d  turn to the F T  c o m m i t m e n t s  m a d e  by 

the shippers to get their repayment. A n d  these F T  c o m m i t m e n t s  

wo u l d  indeed b e  paid to the lenders. That’s b e c a u s e  they are a 

R E A L  F I N A N C I A L  C O M M I T M E N T .  T h e y  h a v e  to b e  properly taken 

into consideration w h e n  evaluating project economics.

* T h e  scale of these c o m m i t m e n t s  is often oversimplified. It’s not “just” the 

capital cost of the project, if that w e r e n’t in itself a large e n o u g h  c o m m i t m e n t .

o the c o m m i t m e n t  is for wh a t  is k n o w n  as the " d e m a n d  charge’’ which 

is the cost of service the pipeline will charge through time 

o Capital is o n e  major c o m p o n e n t

o But for illustration, I’ve provided s o m e  broad assumptions to put the 

scale of these c o m m i t m e n t s  in perspective.

■ a s s u m i n g  a 4.5 bcfd project, at a unit cost of $3.50/mcf for 

2 5  years results in a  total F T  c o m m i t m e n t  of $ 1 4 4  billion

■ Th a t’s a  h u g e  su m ,  e v e n  for a c o m p a n y  the size of B P

• T h e s e  long term c o m m i t m e n t s  are just that -  com m i t m e n t s .  Therefore, they 

represent real risk. A n d  the size of these c o m m i t m e n t s  magnifies the risk.

A n d  that risk is borne by those m a k i n g  the commitments,

14
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R i s k  D i a g r a m

• This next slide attempts to s h o w  h o w  risk is ultimately allocated in a  major 

resource d e v e l o p m e n t  project like the Alaska G a s  Pipeline Project

• I’m  going to step t h r o u g h  it o n e  bit at a time.

• First, w e  start with the R e s o u r c e  O w n e r s  -  that’s of course the State of 

Alaska, a n d  it includes the lessees, like BP, C P ,  E M ,  C h e v r o n  a n d  others.

• T h e r e  are certain risks that are inherent to the resource itself.

o T h e r e  is always price risk associated with selling a c o m m o d i t y  like g a s

■ that’s the risk that the price of g a s  will fall in the future, 

possibly b e l o w  the tariff

o T h e r e’s also production risk

■ Ke e p i n g  the pipeline full for project life

■ Being able to deliver m e  full v o l u m e  every d a y

■ T h e s e  risks are important considerations w h e n  a resource 

o w n e r  h a s  to m a k e  the firm transportation c o m m i t m e n t s  

ne cessary to underpin the project

• Next, there’s fiscal risk for a lessee; that’s the risk that the fiscal terms o n  the 

u p s t r e a m  business might change. O n  major infrastructure projects like this 

a r o u n d  the world, it’s not u n c o m m o n  for host g o v e r n m e n t s  to address fiscal 

risk with a mutually ag r e e d  framework.

• T h e r e  are also a w h o l e  host of risks associated with constructing the pipeline 

itself

o Regulatory process could c h a n g e  schedule risk 

o Material, labor a n d  e q u i p m e n t  costs cost risk, which includes 

project m a n a g e m e n t  a n d  execution 

o N e e d  for finances from the capital markets finance risk
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• W h a t  is critical to appreciate is that all these project-related risks that are 

taken b y  the pipeline c o m p a n y  are ultimately p a s s e d  through to the iesource 

o w n e r s  through the toll

o T h e  Pipeline c o m p a n y  receives a regulated rate of return 

o G e t s  a  reasonable return o n  investment c o m m e n s u r a t e  with the 

risks

o Th a t’s the pipeline’s reward

o In e x c h a n g e  for this regulated rate of return, the regulators ensure 

that the pipeline d o e s  not take o n  certain risks 

o T h e s e  instead are p a s s e d  through to the resource owners, 

provided that the pipeline o w n e r  delivers the project o n  time a n d  

operated efficiently 

o Th a t’s h o w  the risk / reward balance is struck by  the pipeline 

regulators

• S o  ultimately, A L L  R I S K S  are either borne directly by the resource owners, or 

are p a s s e d  through to the resource o w n e r s  through the toll

• T o  ensure a low cost project, it’s important that those that are bearing a  risk 

are able to m a n a g e  that risk

o T h e y  are commercially motivated to m a n a g e  that risk d o w n w a r d s

• T o  reiterate, it’s critical that the fiscal s y s t e m  is established in su c h  a w a y  that 

the risks associated with the resource or “ups tre a m” are adequately 

a d d r e s s e d  to ensure the risk / reward balance is right.

o That will m a x i m i z e  the likelihood of having a successful o p e n  

s e a s o n  a n d  a  successful project, 

o T h e  State is uniquely positioned to address this risk
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S u m m a r y

• S o  ir n u m m a r y ,  I’d like to leave y o u  with four m e s s a g e s .

• First, B P  w a n t s  a n d  n e e d s  a  g a s  pipeline. It’s critical to our vision of the 50- 

year future in Alaska.

• S e c o n d ,  B P  fully supports a n  o p e n  p r o c e s s  that leads to a mutually a g r e e d  

fiscal f r a m e w o r k  with the State that allows a project to a d v a n c e  a n d  attract 

financing

• W e  think there should b e  an  o p e n  a n d  transparent public rev i e w  of the

resulting f r a m e w o r k

- T h e  G o v e r n o r  h a s  already committed to k e e p  the legislature a n d  the 

public apprised - w e  fully support her in that.

It is critical that the legislature supports a n d  endorses that f r a m e w o r k

- T h e  judicial branch should review that f r a m e w o r k  to ensure 

constitutionality

- T h e  people of Alaska a n d  all 3  b r anches of g o v e r n m e n t  should a n d  will b e  

consulted.

• W e  think that the resulting f r a m e w o r k  should b e  available to all investors to 

ensure competition

• Third, w e  believe that a n u m b e r  of m i d stream details in A G I A  should b e  fixed.

o W e  think the best project will c o m e  about if the State allows industry to 

offer solutions, rather than prescribing t h e m  up  front, 

o T h e  provisions v/hich result in rate subsidies of o n e  party to another 

should b e  eliminated 

o a n y  notion of exclusivity or the g o v e r n m e n t  'picking a winner’ like 

those contained in Sections .260 a n d  .440 should b e  avoided 

o A n y  process should allow competition in the marketplace to w o r k
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o It is e a s y  to m a k e  hopeful promises but it is harder, a n d  vitally 

important, to deliver performance 

o  That is w h a t  w e  believe the State should require. Delivery, not 

p r o m i s e s .

• A n d  finally, a  m u t u a l l y  a g r e e i n g  a n  u p s t r e a m  f r a m e w o r k  is critical.

• T h e  resource issues m u s t  b e  resolved for the project to proceed a n d  to 

ensure the resource o w n e r s  h a v e  sufficient confidence to m a k e  the 

n e c essary long term financial c o m m i t m e n t s  in a n  o p e n  s e a s o n  required to 

a d v a n c e  the project. Section .310 a n d  .320 of A G I A  d o  not accomplish this 

objective.

• W e  are ready to e n g a g e  o n  developing that u pstream framework.

• T h a n k  y o u  for the opportunity to testify today. I’d be h a p p y  to a n s w e r  a n y  

questions y o u  might have.



A l a s k a  N a t u r a l  G a s  P i p e l i n e  P r o j e c t

T e s t i m o n y  o n  A G I A

H o u s e  R e s o u r c e s  C o m m i t t e e
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B P ' s  V i s i o n  f o r  A l a s k a  ( )

•  BP has a long history in Alaska....

•   and we look forward to a 5 0 -y e a r future

•  That future is only possible with a gas pipeline
1000 -

□ Light O il □ Viscous □ Heavy «G as  
—  Current decline with continued investm ent



B P  K e y  M e s s a g e s

bp

O

•  BP wants and needs a successful gas pipeline

•  BP supports Gov. Palin's desire to get Alaska's gas to m arket

•  AGIA can help deliver a successful gasline project provided 
key issues are addressed
-  Encou rage  best so lu tion  by o ffe ring  ob je c tiv e s , ra the r than  requ irem en ts

-  D on 't requ ire  in itia l sh ippe rs  to su b s id ize  o the rs
-  Encou rage  com pe tit ion  by a llow ing  the  m arke t to  de te rm ine  the  "w inn e r"
-  R esou rce  ru les shou ld  be c le a r ly  de fin ed  and not be sub je c t to  change

MM
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, b pWhat A Successful Gasline Means (j

Long term a a s  supply  
opportunity for Afaskansr r  J

•  A  more diversified economy 
for decades

■lotos for Alaskans
-

*  Additional revenue for future generations

•  Increased econom ic activ ity

•  New businesses  created
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A G I A  c a n  h e l p  d e l i v e r  a  s u c c e s s f u l  g a s  p i p e l i n e  i f  w e . . . .

U s e  O b j e c t i v e s  i n s t e a d  o f  P r e s c r i p t i v e  R e q u i r e m e n t s

•  Prescribing solutions will not result in the best project
-  A  be tte r p ro jec t w ill re su lt from  a llow ing  th e  m a rke t to  re spond  to 

the  S ta te 's  o b je c tiv e s

•  Subsidization is contrary to FERC regulation"It is consistent with our guiding principle...to adept rolled-in rate treatment up to the point that would cause there to be a subsidy of expansion shippers by initial shippers, if any subsidy were to be found." [FERC Order 2005, para. 125]

•  Agree th a t evaluation should be done in an open and 
transparent way
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A G I A  c a n  h e l p  d e l i v e r  a  s u c c e s s f u l  g a s  p i p e l i n e  i f  w e . . . .  *>

A v o i d  E x c l u s i v i t y  t o  E n s u r e  a  P i p e l i n e  G e t s  B u i l t  W

•  AGIA m ay preclude a successful project from  moving 
forward

-  exped ited  regu la to ry  ha id lin g  o ffe red  on ly  to  licensed  p ro ject
-  S ta te  can be pena lized  fo r a ss is t in g  o th e r p ro ject
-  A G IA  m ay con flic t w ith Federa l law  and regu la tion

•  Should the State pick an exclusive w inner based only on a 
proposal?

•  The m arket will determ ine the best solution through actual 
perform ance

•  Alaska Natural Gas Pipeline Act is a good model
-  P rov ides exped ited  regu la to ry  hand ling  to  any  p ro ject

  M>rtwftififrifi. jgai-'i



A G I A  c a n  h e i p  d e l i v e r  a  s u c c e s s f u l  g a s  p i p e l i n e  i f  w e . . . .

A d d r e s s  R e s o u r c e  T e r m s  t o  A l l o w  a  P r o j e c t  t o  P r o c e e d

•  The resource term s in AGIA will not encourage the firm  
transportation com m itm ents needed for a successful project

•  Solving resource issues with clarity will enable a successful 
open season which is the key to advancing the project

•  BP w ants to develop m utually agreeable resource term s



bp

W h a t  i s  s o  i m p o r t a n t  a b o u t  F T ?  Q

•  Firm Transportation com m itm ents (FT) by the resource owners 
are needed for a gas pipeline com pany to get financing

-  "N o  cu stom ers, no cred it, no p ip e lin e "  (T ransC anada)
-  "No p roducers, no p ip e lin e "  (Enb ridge)

•  FI" is a binding financial obligation
-  not s im p ly  "com m itt in g  gas to a p ip e lin e "

4 0  Requires multi-billion dollar com m itm ents by resource owners
-  A ssum ing  4 .5  bcfd , $3 .50/m cf, 25 y e a r  te rm  $ 1 4 4  b i l l io n

4 0  Long term  com m itm ents represent real risk
-  R isk  is borne by resou rce  ow ners
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Summary o
•  BP wants and needs a gas pipeline

•  BP supports an open and transparent process

•  Key m idstream  issues m ust be addressed to ensure there are  
no unintended consequences
-  Encou rage  best so lu tion  by o ffe ring  ob jectives, ra the r than  requ irem en ts
-  D on 't requ ire  in itia l sh ippe rs  to  sub s id ize  o thers
-  A llow  actua l perfo rm ance  to de te rm ine  the  "w inne r"

•  Upstream  fram ew ork is critical for successful open season
-  R esou rce  te rm s m ust be c le a r ly  de fined
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A l a s k a  G a s l i n e  I n d u c e m e n t  A c t  ( A G I A )  P r o c e s s

“ Open, transparent and competitive
■ Identifies clear evaluation criteria
■ Inducements to project applicants in exchange for specific commitments
■ Empowers selected applicant to build successful consortium, leading to open 

season

R e t u r n  t o  S t r a n d e d  D e v e l o p m e n t  G a s  A c t  P r o c e s s ?

■ No identified criteria
■ No requirement to justify need for 30-45 years o f concessions in excess o f  $ 10 

billion
■ State in compromised negotiating position
■ No project commitments other than spending levels -  due diligence only 

criteria
■ Oil tax concessions beginning now for 30 years with no commitment to build a 

line



* 1 l i e  A l a s k a  G a s l i n e  P o r t  A u t h o r i t y  ( ‘■‘■ A G F A ” ) •  * x '
/PORT AUTHORITY

Formed to ensure:

1. A gasline is built

2. Stable source o f energy to Alaskans not tied to Lower 48 pricr index (Henry 

Hub, etc.)

3. All pipeline and liquefaction associated jobs are within the state o f  Alaska; 

including construction, operation, and maintenance

4. Direct net-project revenue sharing -  60% to Slate -  30% to every Alaska 

municipality -  10% in energy related benefits to rural Alaska

5. Earliest opportunity for in-state gas availability

6. Greatest opportunity to supply gas liquids to in-state markets

7. Market optionality for Alaska’s gas



Financing
Institutions

Gas S u p p ly /L T  Firm Terminal Gas SPAs GCP EPC Contract 
Transportation Capacity

A greem ents Agreem ent /

Financing 
Agreem ents

Tim e Charter 
, Party A greem ent

LNG O&M  
Contract

Pipeline O&M  
Contract

Pipeline EPC 
Contract

LNG EPC 
Contract

GCP O&M  
Contract

LNG Facility 
EPC Contractor

LNG Facility Pipeline GCP
Operator Operator Operator

■ Industry leaders will be involved in all components o f  AGPA’s project



A G  1 \ V  P r o j e c t  D e s c r i p t i o n

G a s  C o n d i t i o n i n g  P l a n t  i n  P r u d h o e  B a y

■ removes impurities
■ compresses and chills the gas to pipeline 

specifications

P i p e l i n e  f r o m  P r u d h o e  B a y  t o  V a l d e z

■ parallel to TAPS
■ pre-build to Delta Junction for later tie-in 

for the Alaska/Canada Highway Project
■ tie-in at Glennallen for a spur line to 

Alaska South Central natural gas grid

L N G  F a c i l i t y  i n  V a l d e z

■ integrated LNG liquefaction and LPG 
extraction facilities

■ includes storage and vessel loading 
facilities



P r o j e c t  S t a t u s

1. Project Route Permitted

2. The 12 Senior Permits Acquired
■ Yukon Pacific Corporation
■ $100 million expended
■ Right-of-way
■ Project FEIS
■ LNG terminal permit

3. Bechtel Cost Estimates
■ Complete & Updated

4. Marine Transportation / Jones Act
■ MOU with the largest LNG 

shipping company in the world 
Mitsui OSK Lines

f ia w iie WI t ORT AUTHORITY

5. Access to Multiple Markets
■ Only West Coast receiving 

terminal under construction
■ West Coast Alternatives
■ Hawaii
■ Pacific Rim

6. Anticipated Financing
■ 80% debt (Federal loan guarantee 

available)
■ 20% private funding
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■ Limited recourse project financing

■ well-established financing approach for capital-intensive energy or 
infrastructure projects around the world

■ Project is sole source o f  repayment o f loans -  limited or no recourse to 
sponsors and other Project participants

■ The key factors for financeability

■ commercial and contractual structure

■ project economics; ability to generate cash flows sufficient to repay the debt

■ experience and track record o f  the various project participants, including: 
engineering and construction contractors, facility operators, offtakers, 
suppliers, etc.

■ appropriate risk allocation under project and financing agreements

■ credit worthiness o f  the counterparties under Project agreements
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■ 800 mile pipeline is 100% adjacent to TAPS, 100% in Alaska

■ Infrastructure in place for entire line -  roads, bridges, camp pads, etc.

■ LNG project: lower overall cost overrun risk:

■ liquefaction facilities utilize proven technology and well-tested design, 

resulting in a relatively low level o f  uncertainty in cost estimate

■ low level o f cost uncertainty for LNG marine transportation and regasification

■ pipeline component has the highest capital cost uncertainty -  for LNG project 

the pipeline is only a portion o f overall cost to market

■ LNG Project with 2/3 less cost = 2/3 less risk

8



A laska lo ses U .S . markets to L N G  projects from elsew here

Expiration o f  $18 billion  Federal Loan Guarantee

Increased cost o f  construction (steel, etc.) as years o f  study and negotiation  
g oes by



■ Robust economics with a forecast o f  internal rate o f  return in excess o f  30% to 
upstream producers with no tax concession by State

■ Greatest benefits to the State o f  Alaska

■ Favorable economics takes into consideration AlCan Highway pre-build to Delta 
Junction

■ Win-Win for Alaska for LNG:

■ Capture West Coast market now plus enable a later AlCan Highway project to 
proceed when ready
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■ The Alaska LNG project will benefit from an efficient, low-cost liquefaction 
operation:

■ ambient conditions (low average temperatures) in Valdez result in significant 
unit cost savings in comparison with liquefaction facilities located in tropical 
climate

■ efficiency gains estimated in the range o f  30 -  40%

■ Most other LNG projects have significantly higher marine transportation costs to 
market due to longer shipping distances

■ Many other LNG projects involve higher upstream custs due to complex, expensive 
field development

■ Alaska benefits from substantial existing North Slope infrastructure and 
developed fields (Prudhoe Bay)

ii



. p *

Y dv-ahtagc m I vV laska -- .R ig h t  S iz e d  P ro  jec t
J  POKT AUTHOIITY

■ Gas requirements:

■ Current ANS discovered gas resource: 35 Tcf
■ Alaska LNG project initial phase gas requirements: 15-25 Tcf (1.5-2.5 bcf/d)

■ Maximum current offtake allowed for PBU is 2.7 bcf/d (AOGCC Rule 9)

■ LNG: approximately 2 bcf/d offtake

■ The Alaska LNG project will enable Alaska’s gas to reach market sooner, while 
exploration efforts are underway for the larger pipeline projects

■ AGPA provides Alaska’s vast gas resources the significant benefit o f market 
optionality

12



A G I A  S u g g e s t e d  A m e h c l n i e n t s
/  fO*T AUTHORITY

■ M ore  deta il req u ired  from  C anad ian  line applican ts

■ I f  o fftak e  am oun ts exceed  A O G C C  R ule  9 lim ita tions (2 .7  bcf/d  less field  use), m ust have
a lready  filed  an  app lica tion  w ith  A O G C C  fo r increased  o fftake lim its

■ A d d itio n a l gas reserves needed? B udget and tim eline  fo r exp lo ra tion  p rogram

■ A n aly sis  o f  an tic ipa ted  oil loss from  P B U  i f  vo lum e exceeds A O G C C  R ule 9 lim ita tions

■ A n aly sis  o f  liqu ids availab ility  in A laska  fo r va lue  added  p rocessing

■ T im elin e  fo r p ro jec t start up and com pletion  for p resen t value analysis

■ C urren t p ro jec t cost es tim ate  requ ired  w ith  app lica tion

A G I A  b e n e f i t s  t o w a r d s  a d v a n c i n g  g a s  p i p e l i n e

■ R olled  in ra tes -  good  fo r A la sk a ’s fu ture

■ A llow s fo r independen tly  ow ned  in frastructu re

■ F ollow s successfu l mo del used  in o ther countries w ho also  use  ro lled  in rates and
independen tly  ow ned  p ipelines.

■ $500 m illion  sk in  in  the gam e -  sends very  p o sitiv e  m essage abou t A la sk a ’s desire  to 
co m m erc ia lize  A la sk a ’s gas
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A l l - A l a s k a  ( . a s l i n e .  T h e  f u t u r e  i s  o n  t h e  l i n e

Right Sized -  Right Now!



Testimony of Kirk Morgan,
President, Kern River Gas Transmission Company 

State o f Alaska 
House Resources Committee 

April 13, 2007

I appreciate the opportunity to submit written testimony to this committee on behalf of 
MidAmerican Energy Holdings Company concerning the proposed Alaska Gasline 
Inducement Act.

My name is Kirk Morgan. I am president of Kem River Gas Transmission Company, a 
wholly owned subsidiary of MidAmerican Energy Holdings Company. MidAmerican has 
assets totaling $37 billion and an employee base of 18,000. MidAmerican, through Kern 
River and its sister company, Northern Natural Gas, owns and operates more than 17,500 
miles o f interstate natural gas transmission pipelines with a combined capacity exceeding
6.4 Bcf/d. MidAmerican’s pipelines deliver approximately 8.3% o f the natural gas 
delivered in the United States. The Kem River pipeline, which our company built in 
1991, brings natural gas from the Rocky Mountain supply basins across 926 miles of 
rugged mountainous and remote desert terrain to customers in Utah, Nevada and 
California. Kem River was the largest gas pipeline project to have been built in the 
United States in more than a decade. In 2003, Kem River expanded the pipeline, more 
than doubling its capacity, adding 717 miles of 36-inch and 42-inch diameter pipeline. 
The $1.2 billion project was completed on time, $87 million under budget, and helped 
restore stability to energy markets in the Western United States.

MidAmerican is a subsidiary of Berkshire Hathaway, Inc. Berkshire is one of only a few  
companies in the world with a AAA credit rating. Berkshire has a market capitalization 
in excess o f $160 billion. It is recognized world-wide for financial strength, investment 
acumen and integrity.

The development o f Alaska’s huge natural gas reserves is essential to both Alaska and the 
United States. Projected market growth, combined with a decline in North American 
production, has created a growing supply/demand imbalance that cannot be adequately 
addressed by traditional gas supply basins alone. Alaska’s natural gas is needed to help 
ensure energy security, reliability and price stability in the United States.

The Alaska natural gas pipeline project is unprecedented in its scale and complexity. The 
successful development o f the project will require an alignment o f  stakeholder interests, 
including the state o f Alaska, the North Slope producers, future North Slope explorers 
and producers, a pipeline developer, shippers and the federal government.



Projects o f this scale can be easily delayed. (That has been the history o f this project.) 
Only through proper planning, organization and execution can the project achieve its 
goals to accelerate development of Alaska’s natural gas resources and transport gas to 
lower 48 markets at the lowest reasonable cost. To do otherwise will relegate this project 
and development of this resource to reacting to the next energy crisis where goals are 
frequently compromised in the interest of expediency.

MidAmerican has a serious interest in developing this project in a manner that is 
consistent with the state of Alaska’s interests. From cur perspective, the negotiations 
conducted by the previous administration under the Stranded Gas Act were not fruitful 
for many reasons. Foremost among these were that they produced proposals not 
supported ty  the people o f the state; they failed to give serious consideration to 
alternative proposals for development; and they consumed years without advancing the 
project.

We believe AGIA is a positive step toward revitalizing the gas pipeline development 
process in a way that will move the project forward. The bill will allow consideration of 
competing proposals and ideas for developing the pipeline. The state benefits from such 
competition. The bill offers positive inducements to those who already have discovered 
gas to commit to the pipeline, while defining tariff provisions that will encourage new 
exploration. And the bill offers inducements to a pipeline developer to advance the 
project in a manner that the state defines as in its best interest. Perhaps most importantly, 
the bill establishes a process where each party that proposes to develop the line must 
make meaningful commitments to development milestones for the legislature and the 
public to see what it will and will not do and by what dates.

AGIA is a good first step. AGIA is an open, transparent and competitive process 
designed to advance the project on a deliberate schedule and in a manner that achieves 
the overarching goals o f the State which are to 1) encourage new exploration on the 
North Slope, 2) provide for expansion of the pipeline as new reserves are brought into 
production. 3) achieve the lowest cost commercially reasonable tariff, 4) create jobs for 
Alaskans, and 5) provide natural gas to Alaskans for in-state use.

AGIA recognizes the magnitude of front-end development risks and offers to share that 
risk, in a significant way, by offering dollar-for-dollar matching of initial development 
expenditures, by offering worker training for Alaskans, and by committing to expedite 
state permitting requirements. These, plus separate inducements offered to resource 
owners, are significant commitments which signal to the marketplace that the project is 
moving on a serious and credible path to completion. In the absence of such progress, 
markets will have no alternative than to seek other means to meet market demand. The 
most significant alternative would be to allow imported LNG even greater market access, 
uncontested by development o f Alaska’s natural gas resources.



While LNG is certainly a necessary part o f the natural gas resource mix, it makes little 
policy sense to unnecessarily increase our reliance on foreign energy from many unstable 
and unpredictable regions around the world. This project, in MidAmerican’s view, is 
undeniably necessary and the time is now to push it forward. The key to moving the 
project forward is to determine the appropriate balance o f risks and rewards for all 
stakeholders.

There is an alternate approach. The North Slope producers have for years articulated theii 
“must haves” before advancing the project. You have heard these prerequisites before 
including: 1) tax and royalty certainty on gas and on oil, 2) regulatory certainty in both 
the U.S. and Canada, 3) cost reductions through technological advancements, and 4) 
federal enabling legislation.

This approach is effectively saying that the project will get started if and when all of the 
pre-conditions have been met and all concessions havr Keen extracted. This approach has 
proven to be ineffective in advancing the project.

MidAmerican’s approach is different. We believe the project can be advanced concurrent 
with resolution of issues that today remain outstanding. I want to emphasize 
MidAmerican’s view that alignment of stakeholder interests is essential. Parties will 
understandably act in their self-interest and in their own business interest. That is why 
stakeholder interest alignment is critical to a successful project. That alignment must 
clearly set forth the roles and responsibilities of each party, as well as the commercial 
structure which will balance the risks and rewards, such that investment expectations will 
be known up front. Our approach does not exclude interested parties or discount new 
ideas which may be offered to help manage project risks. We know that even if the 
pipeline is developed by an independent developer, the North Slope producers will play 
the crucial role as shippers on the line and sellers o f gas to other shippers. MidAmerican, 
as an independent pipeline, is impartial and in a unique position to help facilitate 
solutions when stakeholders’ interests diverge. We are confident that an appropriate 
capital structure and rate design, coupled with our low cost of capital and project 
experience, can result in a project structure with appropriate allocations o f risk and 
reward for all stakeholders, including the state of Alaska and the producers.

Indeed, MidAmerican believes that an independent pipeline provides the best alignment 
of interests. National energy policy promotes, in fact requires, competition and the 
unbundling of market segments. For example, the market structure in the United States 
typically requires that exploration and production, interstate transportation, marketing 
and distribution be performed by separate companies. Competition, not market 
concentration, will lead to efficient markets. MidAmerican has no upstream, downstream 
or global commercial interest that would create any conflicts of interest or raise any type 
of market power concern with respect to this project. Accordingly, MidAmerican’s 
interests align extremely well with the state o f Alaska and include:

3



1) Accelerating development o f this critically important project;
2) Achieving the lowest cost commercially reasonable tariff;
3) Offering a commercial structure that encourages new exploration and production to 

both expand and extend the life of the pipeline. Thirty-five T cf implies only a 22- 
year project life, and new discoveries are critical to fill the pipeline over its useful 
life;

4) Providing open-access, non-discriminatory transportation services to ensure both 
receipts and deliveries are provided for in-state use; and

5) Ensuring Alaskan jobs and workforce development. The state’s commitment to 
workforce training and development is extremely important. Skilled labor shortage 
is one o f the contributing factors in construction cost increases throughout the 
industry. A skilled Alaskan workforce will not only ensure jobs for Alaskans, but 
will help address an industry-wide demand for these workers.

The process set forth in AGIA will allow these ideas, and all parties’ ideas and proposals, 
to be advanced and tested in an open and transparent manner. We support that process 
and while we can understand debate over what constitutes the best pipeline development 
proposal, it is harder to understand why parties would object to a process that calls for an 
open and transparent comparison of proposals. We urge the legislature to approve this 
legislation this session, so that a pipeline developer can be selected in a time frame that 
will allow a productive 2008 field season for engineering and environmental programs to 
be conducted.

That concludes my prepared testimony. Thank you for the opportunity to appear before 
you today. 1 would be happy to address any questions.
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Debra Higgins

From:
Sent:
To:

Heath Hilyard

Friday, April 13,2007 8:16 AM

Adam Berg; Crystal Novotney; Daniel Consenstein; Debra Higgins; Graham Siebe; Heath 
Hilyard; Jackie Schulz; Jeremy Thompson; John Davies; Julie Koehler; Louie Flora; Nancy 
McMullen; Peg Warren; Rep. Bob Roses; Rep. Bryce Edgmon; Rep. Carl Gatto; Rep. Craig 
Johnson; Rep. David Guttenberg; Rep. Paul Seaton; Rep. Peggy Wilson; Rep. Scott
Kawasaki; Rep. Vic Kohring

Subject: FW: AGIA Schedule - House Resources

Attachments: Testimony of Kirk Morgan House Resources Committee.doc

From: Morgan, Kirk T (Kern River) [mailto:Kirk.Morgan@kernrivergas.com]
Sent: Friday, April 13, 2007 8:15 AM 
To: Heath Hilyard
Subject: RE: AGIA Schedule - House Resources

Heath, attached is my written testimony on behalf of MidAmerican Energy Holdings Company regarding the 
Alaska Gasline Inducement Act. Please cortact me at 801-937-6244 if you have any questions. Thank you. Kirk

From: Heath Hilyard [mailto:Heath_Hilyard@legis.state.ak.us] 
Sent: Tuesday, April 10, 2007 5:28 PM 
To: Morgan, K irkT (Kern River)
Subject: AGIA Schedule - House Resources

Kirk-

You can also submit your written comments to this address.

Heath E. Hilyard, Committee Aide 
House Resources Committee

4/13/2007

mailto:Kirk.Morgan@kernrivergas.com
mailto:Heath_Hilyard@legis.state.ak.us

